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PART 1. FINANCIAL INFORMATION

Item 1. Financial Statements

TXU GAS COMPANY AND SUBSIDIARIES
CONDENSED STATEMENTS OF CONSOLIDATED OPERATIONS

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2000 1999 2000 1999
Millions of Dollars
OPERATING REVENUES..........ccoovrrrrcreneteeseee e $1,338 $ 690 $2,688 $1,786
OPERATING EXPENSES

Energy purchased for resale ...........cccoevvvrernennnninvnenrenenens 1,230 588 2,387 1,512

Operation and MaINteNANCe ..........ccccocorvcneenrerecnrorressensiensenns 88 91 182 184

Depreciation and other amortization ............cuvcvereversrrnenrenenns 16 17 32 32

Goodwill amortization.............ccevvevevrrcrerrceeeiesssere e S 5 11 11

Taxes other than iNCOme..........ccoevviinerivenieire e, 20 19 35 36

Total Operating EXpenses........ccoocoemreemrereesrerereeeesvereinsnenns 1,359 720 2,647 1,775

OPERATING INCOME (LOSS).....ccooveermerrmerririeiesnsessssseeneseans (#2)) (30) 41 11
OTHER INCOME (DEDUCTIONS) = NET........coccccevirrrrrerene. 52 — 52 1)
INCOME (LOSS) BEFORE INTEREST, OTHER

CHARGES AND INCOME TAXES.......cccoovvmemnrirereeennnn. 31 30) 93 10
INTEREST INCOME ..ottt v e —_— 1 — 1
INTEREST EXPENSE AND OTHER

CHARGES ...ttt resessrssasesss s s s s naes (19) 18 3D (38
INCOME (LOSS) BEFORE INCOME

TAXES ...ttt ea e e ettt s 12 “@n 56 27
INCOME TAX EXPENSE (BENEFIT)........cccccoeoeivenviivevrecren 5 (14 23 6)
NET INCOME (LOSS) ...oovuietereirerieierereineenssvsseerseeessssesesesssesesens 7 (33) 33 21)
PREFERRED STOCK DIVIDENDS ........c.ococovuvinireninrereereeene, 1 1 2 2
NET INCOME (LOSS) APPLICABLE TO

COMMON STOCK ...t eveasans $ 6 § 39 $ 31 $ (23

See Notes to Financial Statements.



TXU GAS COMPANY AND SUBSIDIARIES
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS

(Unaudited)
Six Months Ended
June 30.
2000 1999
Millions of Dollars
CASH FLOWS — OPERATING ACTIVITIES
Net INCOME (10SS) c.evruriin ittt ene st s st st s ass e b e bt er ettt s s senns $ 33 $ @n
Adjustments to reconcile net income (loss) to cash used in operating activities:
Depreciation and amoTtization ............ccevvcermvormrrereneine e s 45 45
Deferred income taxes —NEt...........ouoviiioieiimiicincre ettt eae s aeen 13 11
Gain from the Sale OF BSSELS .......cccrivcrcirrerrerensire sttt st (53) —
Changes in operating assets and liabilities:
ACCOUNTS TECEIVADIE ......ouvvveeirrce ettt 257) 293
Inventories ) 11
Accounts payable:
Parent and affiliates........c.c.cccevnvneinnnnrrnee e (22) )
(0711 U 286 (249)
Interest and taxes accrued.. (49) ®)
Other working capital 29 23
Energy marketing risk management assets and liabilities — net... . 18 (76)
OHET — NEL ...ttt s e e bt s a s nae e e e e st rnnnn — (25)
Cash used in operating aCtIVItiIes........c.oevcerirvcevivrreee et (26) (&)
CASH FLOWS — FINANCING ACTIVITIES
Issuance 0f COMMON SLOCK .......o.cveiieccrericeniniss et eseersens sttt ae bbb s e seanaes — 250
Change in notes payable:
BanKS ..ot ettt et a bbb s benan — 3
PAFENL......ooniiii ettt eananen 3) 177)
Cash dividends Paid ........c.ccoerrrenercrn e r et er s (2) (€3]
Cash provided by (used in) financing activities............oooeueereeeeieivecereeesrernennn. 5 75
CASH FLOWS - INVESTING ACTIVITIES
Construction EXPENditUIES..........c.coceiriiiiicrirrtrne ettt sa et st s e s b sre e seeenennan (64) (1)
Proceeds from sale of assets. 105 —
Other INVEStMENLS ......coovriemiirireceeesrec e recr e e n (2) —
Cash provided by (used in) investing activities ............cccocvvevvrviiveecirensrssnenen, 39 an
CASH PROVIDED BY (USED IN) DISCONTINUED OPERATIONS ........cccoovveeiriicrieienns an _ 1
NET CHANGE IN CASH AND CASH EQUIVALENTS .......ccooviiriercrctceceseceees s 3) 6
CASH AND CASH EQUIVALENTS — BEGINNING BALANCE ...........c.ocoviimiiieeeeeeeene 6 —
CASH AND CASH EQUIVALENTS — ENDING BALANCE .........cccocommiieeeeeceerete s $ 3 $ 6

See Notes to Financial Statements.



TXU GAS COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
June 30,
2000 December 31,
(Unaudited) 1999
Millions of Dollars
PROPERTY, PLANT AND EQUIPMENT
Gas distribution and PIPEHINE .........c.cirrircnericr et se st sa b b e $ 1,436 $ 1,378
OUBET ... st eeeereeets et e bse st s a s s s ssnees s b sear s eeas b bRt eE e st s e e e b b ebre e s s e tes e sen st sesebenssatonnenas 26 68
TOUAL.......vvrveeerntrerereren st se et resesrseasstarassese s e ase s s s st stsrassnsssnsesasanssssessnsn s sebenreant et abe s nananereeens 1,462 1,446
Less accumulated depreCiBtion .........ucvcuriiiriiecirieinieeissireisiese s esen e ses e s sorssssrsrsesssserases s sssassoes 175 142
Net of accumulated depreciation ...........cc.oeveuieririiieiereiceeie e e sssees e er et sssesranaten 1,287 1,304
CONSLIUCLION WOTK Q1 PIOBTESS ....e..cvevtirtererrrirrrressassesesessasesssesesesesereseresessssesesasasasasassssssssssesasssssassssassnses 51 47
Net property, plant and EQUIPINENL .........cc.euieeiriereecii i resssssseresssse s ssssss s sessesassesensenes 1,338 1,351
INVESTMENTS .....ocrtiuiuririereseerertrereeteuasenetstrestsearassssesesasesesssssesessssessssorssnsesesesasasasssasnsasessssssssnsnsassssnsasasase 39 38
GOODWILL (net of accumulated amortization: 2000 — $61; 1999 — $50).........ccvvervreerrerriierercerienennenne 798 809
CURRENT ASSETS
Cash and cash €qQUIVAIENES .........cccoviiiiiiiiiee ettt et st e 3 6
Accounts receivable (net of allowance for uncollectible accounts:

2000 = $7; 1999 = $8) ...oerreeierceeneeereeienererere et b et eb et b eneeas s b e b bebebesensans 648 391
Energy marketing risk management aSSEtS..........c..ccceriiiiiiiicniiiceies et sse et nes e ese e s nes 1,141 581
Inventories — at average cost:

Materials and SUPPHIES.........cooicvirccirecniirii e . 11 12

Gas stored underground 102 93
Deferred INCOMME LAXES .....o.iiiiiciiiieirireeer et r st e eniest e st eseessssoese e sesen e e stastsatssesessantsnssssasstonsnsaumseeens 27 29
OthET CUITENE BSSELS. ... . eererererseenrerasssensieesetissasnsessesesssiasasesscsesasassssosensssssenssssetsssesssesssnssessssansssssessnssnssos 61 16

TOLAl CUITENE ASSELS -.vcvecrereurrererecrrenerrassararrsseseseserassserssessassessssesssessessssnssassssasssassssasessssntssssnsasesass 1,993 1,128
OTHER ASSETS
Energy marketing risk management aSSELS ............ovueveivimivecriinimiiiieniseieseeseseesescsssrereessesescsreesesasien 139 27
Regulatory assets ..........c.coeveecrennecennennae 49 45
Deferred income taxes.... 10 19
Deferred debits................ 8 1
TOLAl OLHET BSSELS ...cvoeeereererieeeisieerertrasstsssesesenssssssessesessases st et ssten s e bt snsss st b et s besb s ess et sassnbanenes 206 107
Total.....cccovrinerecerrnrrreniene Hereeuterarata et ye et s e s e A e e et ne e a s e s r e eanreseas e e nrees $ 4374 $ 3433

See Notes to Financial Statements.



TXU GAS COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

CAPITALIZATION AND LIABILITIES

June 30,
2000 December 31,
(Unaudited) 1999
Millions of Dollars
CAPITALIZATION
Common stock (par value — $.01 per share):
Authorized shares — 100,000,000
Outstanding shares = 451,000.........c..c.orrimirnrrcceie ettt e s sttt e resnnrenens $ — $§ —
Paid in capital........cccooeervrnnns eereree et te e te st ns e 1,014 1,016
Deficit ..o a® (5H
Total common Stock equity ......c.cccovvverecrerierivennnne 996 965
PIEfErTed STOCK ...ccveerermiiiiiiiiit ettt et s e s et st b ee s sr s s s ses s st st st e ssssbestsareanesnnens 75 75
TXU Gas Company obligated, mandatorily redeemable,
preferred securities of subsidiary trust holding solely
junior subordinated debentures of TXU Gas COMPANY .......c.c.ccveieeirieeiererienscevesseeseesesosesesssssesassssas 147 147
AQVANCES fTOM PATENL ..ottt st sttt se st s st s e s e s sesbataasssasnebassanis 396 385
Long-term debt, less amounts dUe CUTENLLY .........cc.ccorereerrernininnens e ssesescs e s ssses e sses s enssnns 551 551
Total CAPIAHZALON. ........c.cereeicueiereccieeic ettt ae et sttt s st sntonse sttt sbenaes 2,165 2,123
CURRENT LIABILITIES
NOLES PAYADIE = DANKS.....cuiieiiiiciiiicrr e rene e e s st et st r e b st reeebeses s saeseesansanesneas 1 1
Accounts payable:
Parent and GffIlIALES ........cocivieiiiirercerr et et e e s bbb s st e snas 14 36
OBHET ...ttt ettt et sttt bbb bbb b e ea bbb s s e ne b s ebennterran s ereeasesannens 566 280
Energy marketing risk management liabilities .............c.....coiiiiiiiinin e 1,076 525
Interest and tAXES ACCTUC .....c..cc.oiiiriirrieiieree e e e reresereetesaesaesae e cresssresesssssasstassasssraseesbessseenessesestroeeenenmnnnnnen 34 86
Other CUITENE HADIIIES .vvvvrvevrverereriicrieriietesesieeteieserssbes et ssss oo sesesenosseeeseeesseseneneneseseseasessensreasenanes 83 80
Total CUTEnt HADIIILIES .. ...cv ettt et emer st st e e eneneeanseenseaenee 1,774 1,008
DEFERRED CREDITS AND OTHER NONCURRENT LIABILITIES
Accumulated deferred income taxes and investment tax Credits...........ococveeevuiriierieccecveieee e 13 13
Pensions and other postretirement benefits..............cooovuene.ee.. 150 153
Energy marketing risk management [iabilities ............cccoevrerienrnienineciiiseeseessee et se et er e 151 12
Other deferred credits and noncurrent labilities..........cooceieeeiviireececcrcecci et 121 124
Total deferred credits and other noncurrent HAblItES ............ou.eeeveeneuieerercr oo eee e s eneseeeae 435 302
CONTINGENCIES (Note 5)
TOLAL ...ve ettt e e st b et et eaRe et ebanseberarseseR b bebees b ernreensenererane $4.374 $3433

See Notes to Financial Statements.



TXU GAS COMPANY AND SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS

1. BUSINESS

TXU Gas Company (TXU Gas) is an integrated natural gas company engaged in the purchase, transmission
and distribution of natural gas and energy marketing. TXU Gas is a wholly-owned subsidiary of TXU Corp., a
Texas corporation. TXU Corp. is a holding company that, through its subsidiaries, is engaged in the generation,
purchase, transmission, distribution and sale of electricity; the purchase, transmission and distribution of natural gas;
energy services; and telecommunications and other businesses primarily in the United States (US), Europe and
Australia.

TXU Gas recently sold or is selling certain assets that no longer align with its long-term strategy. In May
2000, TXU Gas sold substantially all of the assets of its natural gas processing subsidiary, TXU Processing
Company, for $105 million resulting in a pre-tax gain of $53 million ($34 million after-tax).

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation - The condensed consolidated financial statements of TXU Gas and its subsidiaries
have been prepared on the same basis as those in its 1999 Form 10-K and, in the opinion of management, all
adjustments (constituting only normal recurring accruals) necessary for a fair presentation of the results of operations
and financial position have been included therein. Certain information and footnote disclosures normally included
in annual consolidated financial statements prepared in accordance with accounting principles generally accepted
in the United States of America have been omitted pursuant to the rules and regulations of the Securities and
Exchange Commission. Certain previously reported amounts have been reclassified to conform to current
classifications. All dollar amounts in the condensed consolidated financial statements and tables in the notes are
stated in millions of dollars unless otherwise indicated.

There were no items impacting comprehensive income for the periods reported; therefore, comprehensive
income is the same as net income.

3. CAPITALIZATION

TXU Gas Obligated, Mandatorily Redeemable, Preferred Securities of Subsidiary Trust Holding Solely
Junior Subordinated Debentures of TXU Gas (Trust Securities) - At June 30, 2000, a statutory business trust, TXU
Gas Capital I, had $147 million of floating rate Trust Securities outstanding. Distributions on these Trust Securities
are payable quarterly at an annual floating rate determined quarterly with reference to a three-month LIBOR rate
plus a margin. The only assets held by the trust are $155 million principal amount of Floating Rate Junior
Subordinated Debentures Series A (Series A Debentures) of TXU Gas. The interest on the Series A Debentures
matches the distributions on the Trust Securities. The Series A Debentures will mature on July 1, 2028. TXU Gas
has the right to redeem the Series A Debentures and cause the redemption of the Trust Securities in whole or in part
on or after July 1,2003. TXU Gas owns the common securities issued by its subsidiary trust and has effectively
issued a full and unconditional guarantee of the trust’s securities. At June 30, 2000, TXU Gas had two interest rate
swap agreements with respect to floating rate Trust Securities of TXU Gas Capital I, with notional principal amounts
of $100 million and $50 million, respectively, that effectively fixed the rate at 6.629% and 6.444%, respectively,
per annum to July 1, 2003.



4. REGULATION AND RATES

TXU Gas employs a continuing program of rate review for all classes of customers in its regulatory
jurisdictions. Rate relief amounting to about $1 million in annualized revenue increases, exclusive of changes in
gas costs, has been granted in 2000 in addition to about $7.5 million granted in 1999. Rate cases supporting $9
million in annualized revenue increases were pending in 39 cities as of June 30, 2000. Additionally, an appeal to
the Railroad Commission of Texas (RRC) of actions taken by three cities in the Dallas Distribution System seeks
to recover $9 million in annualized revenue deficiencies. A decision on this matter is expected in the fourth quarter
0f 2000. Additional rate cases have been filed subsequent to June 30, 2000 seeking to recover $8 million in revenue
deficiencies.

In October 1999, TXU Lone Star Pipeline filed with the RRC a Statement of Intent to change the city gate
rate for gas transported for subsequent distribution to residential and commercial customers. The filing requested
a general increase in annual revenues of approximately $20 million. In June 2000, the RRC issued a final ruling on
TXU Lone Star Pipeline’s requested gate rate increase that denied the increase and results in a $1.5 million reduction
in the city gate rate, but granted certain changes to its tariff structure between demand and commodity rates which
should stabilize its revenues. On July 12, 2000, TXU Lone Star Pipeline filed with the RRC a motion for rehearing
concerning its final ruling. TXU Lone Star Pipeline is unable to predict the outcome of the motion for rehearing.

5. CONTINGENCIES

In August 1998, the Gracy Fund, L.P. (Gracy Fund) filed suit in the United States District Court for the
Northern District of Texas against EEX Corporation (EEX), formerly Enserch Exploration, Inc., TXU Corp., David
W. Biegler, Gary J. Junco, Erle Nye, Thomas Hamilton and J. Phillip McCormick. The Gracy Fund sought to
represent a class of certain purchasers of the common stock of ENSERCH Corporation (now TXU Gas) and EEX
based upon claims of various violations of the Securities Act of 1933 and the Securities Exchange Act of 1934. Also
in August 1998, Stan C. Thorne (Thorne) filed suit in the United States District Court for the Southern District of
Texas against EEX, TXU Gas, DeGolyer & MacNaughton, David W. Biegler, Gary J. Junco, Fredrick S. Addy and
B. K. Irani and sought to represent a certain class of purchasers of common stock of EEX. In December 1998, the
United States District Court for the Northern District of Texas issued an Order consolidating the Gracy Fund and
the Thorne suits (Consolidated Action). In January 1999, the Gracy Fund et al. filed an amended class action
complaint in the Consolidated Action against EEX, TXU Gas, David W. Biegler, Gary J. Junco, Thomas Hamilton,
I. Philip McCormick, Fredrick S. Addy and B. K. Irani. TXU Corp. and Erle Nye were omitted as defendants
pursuant to a tolling agreement. The individual named defendants are current or former officers and/or directors
of EEX, and Mr. Biegler has been an officer and director of TXU Gas. The amended complaint alleges violations
of provisions of the Securities Act and the Exchange Act. The plaintiff in the Consolidated Action represents a class
of persons acquiring stock of ENSERCH Corporation and/or EEX between August 3, 1995 and August 5, 1997,
inclusive. The parties to the Consolidated Action entered into an agreement that TXU Gas expects to form the basis
of the settlement of this litigation, subject to the completion of confirmatory discovery by the plaintiffs and approval
of the Court. The terms of this agreement required TXU Gas to pay $5 million into escrow.

In July 1999, the City of Gatesville, Texas filed suit in the State District Court of Coryell County, Texas,
52 Judicial District, against TXU Gas Distribution, TXU Gas and other TXU companies, and sought to represent
a class of plaintiffs consisting of approximately 490 Texas cities, towns and other municipalities to whom TXU Gas
Distribution had paid municipal franchise fees over a period of twenty-five years. The complaint alleges that TXU
Gas Distribution concealed information from the cities regarding its revenue data, gross receipts and related charges
and fees that were subject to, but not used as a basis for determining, municipal franchise fees owed to the plaintiffs.
No amount of damages has been specified in the complaint. While TXU Gas is unable to estimate any possible loss
or predict the outcome of this case, TXU Gas Distribution believes the claims are without merit and intends to
vigorously defend this suit.






INDEPENDENT ACCOUNTANTS’ REPORT

TXU Gas Company:

We have reviewed the accompanying condensed consolidated balance sheet of TXU Gas Company and
subsidiaries (TXU Gas) as of June 30, 2000, and the related condensed statements of consolidated
operations for the three-month and six-month periods ended June 30, 2000 and 1999, and the condensed
statements of consolidated cash flows for the six-month periods ended June 30, 2000 and 1999. These
financial statements are the responsibility of TXU Gas management.

We conducted our review in accordance with standards established by the American Institute of Certified
Public Accountants. A review of interim financial information consists principally of applying analytical
procedures to financial data and making inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an audit in accordance with auditing standards generally
accepted in the United States of America, the objective of which is the expression of an opinion regarding
the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to such
condensed consolidated financial statements for them to be in conform1ty with accounting principles
generally accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United
States of America , the consolidated balance sheet of TXU Gas as of December 31, 1999, and the related
statements of consolidated operations, comprehensive loss, cash flows and common stock equity for the
year then ended (not presented herein); and in our report dated February 16, 2000, we expressed an
unqualified opinion on those consolidated financial statements. In our opinion, the information set forth
in the accompanying condensed consolidated balance sheet as of December 31, 1999, is fairly stated in
all material respects in relation to the consolidated balance sheet from which it has been derived.

DELOITTE & TOUCHE LLP

Dallas, Texas
August 7, 2000
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ITEM2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

BUSINESS
TXU Gas Company (TXU Gas) recently sold or is selling certain assets that no longer align with its long-
term strategy. In May 2000, TXU Gas sold substantially all of the assets of its natural gas processing subsidiary,
TXU Processing Company, for $105 million resulting in a pre-tax gain of $53 million ($34 million after-tax).
Although the price of natural gas has increased significantly in 2000, the city gate rate for the cost of gas
TXU Gas Distribution ultimately delivers to residential and commercial customers is established by the Railroad
Commission of Texas and provides for full recovery of the actual cost of gas delivered.
RESULTS OF OPERATIONS
OVERVIEW

Three Months Ended June 30, 2000

For the three months ended June 30, 2000, TXU Gas had net income of $7 million compared with a net loss
of $33 million for the three months ended June 30, 1999. Results for the second quarter of 2000 reflect the $34
million after-tax gain related to the sale of substantially all of the gas processing assets and improved gas distribution
and energy marketing results.

Operating revenues for the second quarter of 2000 increased by $648 million and energy purchased for
resale increased by $642 million from the 1999 period as a result of trading activities in the Energy Marketing
segment. Trading revenues and energy purchased for resale costs reflect somewhat higher volumes, but the increases
were primarily the result of a significant increase in the price for natural gas over the prior-year period. Higher
operation and maintenance expenses in the Energy Marketing segment were more than offset by cost reductions for
gas distribution and other corporate operation and maintenance expenses, reduced gas processing expenses following
the sale and favorable resolution of several outstanding claims. The effective income tax rate for both periods was
affected by non-deductible amortization of goodwill.

Six Months Ended June 30, 2000

For the six months ended June 30, 2000, TXU Gas had net income of $33 million compared to a net loss
of $21 million for the six months ended June 30, 1999. The better results for the first six months of 2000 were
attributable to the $34 million gain on the sale of the processing assets as well as improved gas distribution and
energy marketing results.

Operating revenues for the first six months of 2000 increased by $902 million and energy purchased for
resale increased by $875 million from the 1999 period as a result of trading activities in the Energy Marketing
segment. Trading revenues and energy purchased for resale costs increased for the same reasons mentioned above
for the second quarter. Higher operation and maintenance expenses in the Energy Marketing segment were more
than offset by cost reductions for gas distribution and other corporate operation and maintenance expenses and the
favorable resolution of several outstanding claims. The effective income tax rate for both periods was affected by
non-deductible amortization of goodwill.
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SEGMENTS

Revenues and net income by operating segment are shown in Note 6 to the Financial Statements.

Gas Pipeline and Distribution

Segment Highlights
Three Months Ended Six Months Ended
June 30, June 30,
2000 1999 2000 1999
Gas distribution:
Sales volumes (billion cubic feet — Bcf) ..o 19 17 68 69
Margin (MIllIoNS) ......cocvvvvervurieeericrsmeneesssrmmnsinnns $ 57 $ 56 $ 179 $ 169
Pipeline transportation:
Transportation volumes (Bcf) e 133 131 274 271
Revenues (millions) ..............c....... $ 24 $ 24 $ 59 3 62
Heating degree days (% of normal) 79% 53% 64% 73%

For the three months ended June 30, 2000, the Gas Pipeline and Distribution segment had net income of
$19 million compared with a net loss of $17 million for the three months ended June 30, 1999. Improved results
for the 2000 period were due to the $34 million after-tax gain related to the sale of the processing assets and cost
reductions in gas distribution operations.

For the six months ended June 30, 2000, the segment had net income of $57 million compared with net
income of $9 million for the comparable 1999 six-month period. Results for the 2000 six-month period reflect the
gain on sale of gas processing assets, improved margins and cost reductions in gas distribution operations and higher
gas processing margins.

Energy Marketing

Segment Highlights
Three Months Ended Six Months Ended
June 30, June 30,
2000 1999 2000 1999
Trading and marketing volumes:
Gas (Bt eeneenen 306 241 626 592
Electric (gigawatt-hours-GWh) .......c.cccccvncncnrvnvenenee 6,836 773 10,540 1,830

The Energy Marketing segment had a net loss of $7 million for three months ended June 30, 2000 compared
with a net loss of $9 million for the three months ended June 30, 1999. The improvement in results was primarily
due to improved margins which more than offset increased operation and maintenance expenses. Energy Marketing
segment margins increased from $1 million in the 1999 period to $21 million in the 2000 period while operation and
maintenance expenses increased from $14 million in the 1999 period to $28 million in the 2000 period. The increase
in operation and maintenance expenses reflects costs of developing infrastructure capabilities in preparation for the
opening of the Texas electricity market to competition in 2002 and severance and other costs in connection with the
relocation of energy trading operations to Dallas.

For the six months ended June 30, 2000, the segment had a net loss of $12 million, reflecting improvement
from the net loss of $16 million for the prior six-month period. Energy Marketing segment margins increased from
$6 million in the 1999 period to $30 million in the 2000 period. Operation and maintenance expenses increased
from $28 million in the 1999 period to $44 million in the 2000 period for the reasons discussed above.
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FINANCIAL CONDITION
Liquidity and Capital Resources

Cash flows provided by operating activities before changes in operating assets and liabilities for the six
months ended June 30, 2000 were $38 million compared with $35 million for the same period last year. Changes
in operating assets and liabilities required $64 million for the first six months of 2000 compared with $40 million
for the same period in 1999.

Cash flows of $5 million were used in financing activities in the first six months of 2000 compared with
cash flows provided by financing activities of $75 million for the first six months of 1999.

Cash flows provided by investing activities for the six months ended June 30, 2000 were $39 million
compared with cash flows used of $71 million for the six months ended June 30, 1999. The sale of substantially
all of TXU Gas’ natural gas processing assets provided $105 million in the second quarter of 2000. Construction
expenditures were $64 million and $71 million for the first six months of 2000 and 1999, respectively.

Cash flows required by discontinued operations were $11 million in the first six months of 2000 compared
with cash flows provided of $7 million during the first six months of 1999.

No other substantive changes to financing arrangements have occurred subsequent to December 31, 1999.
Early redemptions of preferred stock, long-term debt and trust securities may occur from time to time in amounts
presently undetermined.

Regulation and Rates

Although TXU Gas cannot predict future regulatory or legislative actions or any changes in economic and
securities market conditions, no changes are expected in trends or commitments, other than those discussed in the
1999 Form 10-K and this Form 10-Q, which might significantly alter its financial position, results of operations or
cash flows. See Note 4 to Financial Statements.

CHANGES IN ACCOUNTING STANDARDS

Statement of Financial Accounting Standards (SFAS) No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as extended and amended, is effective for TXU Gas beginning January 1, 2001. SFAS No. 133
establishes accounting and reporting standards for derivative instruments, including certain derivative instruments
embedded in other contracts, and for hedging activities. It requires the recognition of derivatives as either assets
or liabilities in the statement of financial position and the measurement of those instruments at fair value. TXU Gas
is currently evaluating the impact the adoption of this standard will have on its financial position and results of
operations.
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FORWARD-LOOKING STATEMENTS

This report and other presentations made by TXU Gas contain forward-looking statements within the
meaning of Section 21E of the Securities Exchange Act of 1934, as amended. Although TXU Gas believes that in
making any such statement its expectations are based on reasonable assumptions, any such statement involves
uncertainties and is qualified in its entirety by reference to factors contained in the Forward-Looking Statements
section of Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations in TXU
Gas' 1999 Form 10-K, as well as general industry trends; power costs and availability; changes in business strategy,
development plans or vendor relationships; availability of qualified personnel; changes in, or the failure or inability
to comply with, governmental regulations, including, without limitation, environmental regulations; changes in tax
laws; and access to adequate transmission facilities to meet changing demand, among others, that could cause the
actual results of TXU Gas to differ materially from those projected in such forward-looking statements.

Any forward-looking statement speaks only as of the date on which such statement is made, and TXU Gas
undertakes no obligation to update any forward-looking statement to reflect events or circumstances after the date
on which such statement is made or to reflect the occurrence of unanticipated events. New factors emerge from time
to time, and it is not possible for TXU Gas to predict all of such factors, nor can it assess the impact of each such
factor or the extent to which any factor, or combination of factors, may cause results to differ materially from those
contained in any forward-looking statement.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information required hereunder is not significantly different from the information set forth in Item 7A.
Quantitative and Qualitative Disclosures About Market Risk included in TXU Gas’ 1999 Form 10-K and is,
therefore, not presented herein.

PART II. OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS

In August 1998, the Gracy Fund, L.P. (Gracy Fund) filed suit in the United States District Court for the
Northern District of Texas against EEX Corporation (EEX), formerly Enserch Exploration, Inc., TXU Corp., David
W. Biegler, Gary J. Junco, Erle Nye, Thomas Hamilton and J. Phillip McCormick. The Gracy Fund sought to
represent a class of certain purchasers of the common stock of ENSERCH Corporation (now TXU Gas) and EEX
based upon claims of various violations of the Securities Act of 1933 and the Securities Exchange Act of 1934. Also
in August 1998, Stan C. Thomne (Thorne) filed suit in the United States District Court for the Southern District of
Texas against EEX, TXU Gas, DeGolyer & MacNaughton, David W. Biegler, Gary J. Junco, Fredrick S. Addy and
B. K. Irani and sought to represent a certain class of purchasers of common stock of EEX. In December 1998, the
United States District Court for the Northern District of Texas issued an Order consolidating the Gracy Fund and
the Thorne suits (Consolidated Action). In January 1999, the Gracy Fund et al. filed an amended class action
complaint in the Consolidated Action against EEX, TXU Gas, David W. Biegler, Gary J. Junco, Thomas Hamilton,
J. Philip McCormick, Fredrick S. Addy and B. K. Irani. TXU Corp. and Erle Nye were omitted as defendants
pursuant to a tolling agreement. The individual named defendants are current or former officers and/or directors
of EEX, and Mr. Biegler has been an officer and director of TXU Gas. The amended complaint alleges violations
of provisions of the Securities Act and the Exchange Act. The plaintiff in the Consolidated Action represents a class
of persons acquiring stock of ENSERCH Corporation and/or EEX between August 3, 1995 and August 5, 1997,
inclusive. The parties to the Consolidated Action entered into an agreement that TXU Gas expects to form the basis
of the settlement of this litigation, subject to the completion of confirmatory discovery by the plaintiffs and approval
of the Court. The terms of this agreement required TXU Gas to pay $5 million into escrow.
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Item 6. EXHIBITS AND REPORTS ON FORM 8-K
(a)  Exhibits filed as a part of Part II are:
15 Letter from independent accountants as to unaudited interim financial information

27 Financial Data Schedules

99 Condensed Statements of Consolidated Operations — Twelve Months Ended June 30, 2000 and 1999
(b) Reports on Form 8-K filed since March 31, 2000:

None
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned hereunto duly authorized.

TXU GAS COMPANY

By, /s/ Jerry W. Pinkerton
Jerry W. Pinkerton
Vice President,
Principal Accounting Officer

By /s/ Gaylene M. McMahon
Gaylene M. McMahon
Controller

Date: August 10, 2000
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TXU GAS COMPANY AND SUBSIDIARIES

EXHIBIT 99

CONDENSED STATEMENTS OF CONSOLIDATED OPERATIONS

(Unaudited)

OPERATING REVENUES .........ccoocoiiniieniinniieneceeresssesensressescsnessnssasssessssssanens

OPERATING EXPENSES
Energy purchased for resale...........coooeiiuiiiinirneticreccee ettt even e ns
Operation and maintenance ..........
Depreciation and other amortization..............c.cceceeeenn..
Goodwill amortization..........ccccerrrerrrcrrrrernrecrnrennenseenes
Taxes other than income........
Total OPErating EXPENSES..........ururvrceercrnerrerrrrrereereresssesermessrassssssrereresssnsesssssesasnses

OPERATING INCOME .......cocuriiiisrinnrniss s st seeseserasesenessennae
OTHER INCOME (DEDUCTIONS) = NET .........ccooomiirrcncrcciesnencieseessesssenssesensssenns

INCOME BEFORE INTEREST, OTHER
CHARGES AND INCOME TAXES.........cooiimimineininniessesissssssisssesesassnsiss

INTEREST INCOME........coooooooosoeo oo e seesemessomseemseessesmsssseseesessssssssssmmssesesessessee
INTEREST EXPENSE AND OTHER CHARGES .........cocooeooeemmeereeeenesessesssesesneseeseesssesee
INCOME (LOSS) BEFORE INCOME TAXES ..........oooossesessecooereseessseseesessssssneseresesesns
INCOME TAX EXPENSE (BENEFIT) ........ovosososceeeeorreessssssesooeeeseeseessssesesssssssseseesesens
NET INCOME (LOSS) .....c.ooooooeeeseeseseceereesssesecesesesesesssasssesessessssessesesssssesssssmsossesssssnes
PREFERRED STOCK DIVIDENDS ........cccooeccerososmssrsresssssssessesseoseseeseseseseersessesneneee

NET INCOME (LOSS) APPLICABLE TO
COMMON STOCK ...t stsseeratseseserssssesresssaresesessessssssssnio

Twelve Months Ended
June 30,

2000 1999
$4.737 $3.931
4,182 3,404
355 358

63 60
21 21

60 64
4,681 3.907
56 24

69 3

125 27
— 1

(76) an

49 49)

13 an

36 (38)
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